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An old paper, a PNS ôclassicõ



Cited by 317 (Scopus) or by 715 (Google Scholar)
March 2016



Funtowicz and Ravetz pick a paper 

on the economics of the greenhouse 

effect òsince the paper displays 

considerable sophistication in the 

handling of uncertainties in data.ó

They note: 

òthe paper by Nordhaus is liberally 

sprinkled with caveats...ó 

Nordhaus, W.D., 1991. To slow or not to slow: the economics of the greenhouse 

effect. Econ. J., 101: 920-937.



One such caveat is ðin the words of William Nordhaus ð

the difficulty to move from the òterra infirmaof climate 

change to the terra incognita of the social and economic 

impacts of climate changeó é but:   



Having duly acknowledged 

Nordhausõ careful wording on 

uncertainty F&R proceed to 

deconstruct his work using the 

freshly minted NUSAP. 



ò[Although ] in his rhetoric at 

least, the author shows a clear 

awareness of the presence of the

various sorts of uncertainty, 

[éhe] does not successfully 

manage the problems of 

uncertainty.ó  



òThe hyper-precision in the

expression of the key number -

0.26% [é] shows that this is 

one of those ômagic numbersõ 

designed to produce confidence 

in the existence of a hard core 

of objective fact deep inside the 

mass of intuitive fuzz.ó

For Nordhaus -based on a ôhunchõ this -0.26% could 

become -2% é



A more recent paper é 

é but only 13 citations in Scopus & 29 in Google Scholar  L



Nicholas Stern, 

London School of Economics 

The case of Sternõs Review ðTechnical Annex to postscript

William Nordhaus, 

University of Yale  

Stern, N., Stern Review on the Economics of Climate Change. UK 

Government Economic Service, London, www.sternreview.org.uk.

Nordhaus W., Critical Assumptions in the Stern Review on Climate 

Change, SCIENCE, 317, 201-202, (2007).



What follows is a sensitivity analysis based on a reverse 

engineering of Sternõs results 

Also invoked one of the rules of ôsensitivity auditingõ  



Sensitivity analysis
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Rule 4: Find sensitive assumptions before these find you; do not 

publish the result of a modelling study before having done your 

sensitivity analysis



RULE FOUR: find sensitivities before sensitivities  

find you; Stern is in violation of this rule as he did his 

sensitivity analysis afterbeing criticized by Nordhaus  



Falsifies Stern based on ôwrongõ range of discount 

rate

Prepares a postscript to his eponymous review: a 

sensitivity analysis of his own cost benefit analysis 

and claims: ômy analysis shows robustnessõ 

The terms of the dispute 



~Discount_1 ~Discount_2

Damage coefficient

Scenario

Market/non

-market

Sensitivity analysis



My problems with it:

!



é but foremost Stern says: 

Even changing assumptions Ą still important effect

when instead he should admit that:

Changing assumptions Ą results change a lot  
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Why do we say so? A reverse engineering of Sternõs analysis  

% loss in GDP per capita   

Missing points

Large uncertainty



Not to say that Stern is wrong while Nordhaus is right, as 

both authors frame the debate around numbers which are é

é precisely wrong 



Since we are at John Maynard Keynes: what 

does he say of  cost benefit analysis in his 

1936 work ôThe General Theory of  

Employment, Interest, and Moneyõ?



òIf  we speak frankly, we have to admit that our 

basis of  knowledge for estimating the yield ten 

years hence of  a railway, a copper mine, a textile 

factory, the goodwill of  a patent medicine, an 

Atlantic liner, a building in the City of  London 

amounts to little and sometimes to nothing; or 

even five years henceéó 



ò... In fact, those who seriously attempt to 

make any such estimate are often so much in 

the minority that their behaviourdoes not 

govern the market.ó 



A more recent paper é  



é targeting an audacious study:


